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Overview:

• According to Moody’s Analytics, Phoenix will outperform the region and the nation in the year ahead. In fact, it is forecast to 
have one of the highest rates of job growth in the nation, adding over 130,000 jobs cumulatively in 2025 and 2026. 

• Nevertheless, multifamily fundamentals continue to weaken in Phoenix, largely due to a prolonged surge in deliveries. As a 
result, the average vacancy rate of 7.5% in Q4 2024 is now 3 percentage points above the pre-pandemic level in Q1 2020. A 
third of units are offering concessions that average three weeks of free rent, compared to just 16% of units two years ago. 
While supply slowed slightly in Q4, an elevated amount of  supply is still underway, leading to ongoing softness in 2025. 

Market Strengths:
• While 13.2% of jobs remain in the housing sector, above the 9.9% national average, the economy has diversified over the 

past 20 years. About 8.7% of jobs are in finance, compared to 5.8% nationwide, and 16.1% of jobs are in the well-paying 
professional services sector, compared to about 14.3% nationwide. 

• Phoenix has the third-highest rate of in-migration among metro areas with at least 1 million residents. Moody’s expects 
strong net migration of about 85,000 residents added in 2025, providing continued strong demand for all types of housing, 
including apartment rentals. In addition, the primary renting cohort, ages 20-34, makes up about 21% of the population. This 
cohort is expected to grow faster than the national average over the next five years, aided by annual average enrollment 
growth of 0.6% for students at Arizona State University.

• Many migrate to the metro for jobs in the well-paying high-tech sector, dubbed the Silicon Desert. It now accounts for about 
5.5% of employment, 0.2 percentage points above the national average. The high-tech manufacturing core includes major 
employers Intel and Honeywell Aerospace. In addition, the CHIPS act and reshoring have supercharged investment in the 
metro's semiconductor sector. According to Moody’s Analytics, TSMC and Intel are leading the way, with plans to invest 
nearly $200 billion—equivalent to almost half of nominal metro area output—to build eight fabrication plants and multiple 
support facilities. In addition, Microsoft, Google, and Apple have invested in data centers throughout the metro due to 
affordable energy prices.

Market Weaknesses:

• While Phoenix is in State 1 Water Alert, which indicates there is no immediate water shortage, water shortage remains a 
problem in the long term. According to the City of Phoenix’s water services website, Colorado River water, which includes 
water from Lake Meade, supplies roughly 40% of the City's water. Phoenix does have water conservation measures, such as 
recycling nearly all its wastewater, which it uses in agriculture and energy production. It remains to be seen whether such 
measures will be sufficient.

• Investors have built to rent thousands of single-family homes in the West and East valleys and rehabbed less expensive 
single-family homes into rentals. This has influenced the inventory of single-family homes for sale, which remains low. Some 
would-be homeowners may leave the area to find markets with more affordable homes to buy.

• While rent has declined by almost 4 percentage points since Q4 2022, affordability has deteriorated.

Multifamily Development:

• The pace of development has slowed somewhat with 27,000 units underway as of Q4 2024 compared to 28,900 units as of Q3 
2024, but it remains elevated, representing a 6.5% increase in inventory. While about 9% of units underway are in Central 
Phoenix, development currently appears to be spread out around the metro. However, most of the new supply underway 
consists of expensive Class A units. Only an estimated 4.5% of units involve subsidies to build new affordable units.

• A 2023 law requires that developers seeking to build new construction will have to demonstrate they can provide an 
“assured water supply” for 100 years using water from a source that is not local groundwater. This mainly affects new 
developments on the edges of Phoenix.

Multifamily Outlook:
• Based on expected job growth, Phoenix will likely find demand for 18,000 new units over the next two years, falling far short 

of the 27,000 units underway. Phoenix is likely in for continued volatility while it works through the backlog of new supply.

Economic Outlook:

• In the long term, Phoenix is likely to remain one of the stronger economies in the country due to its pro-business 
environment and low living costs relative to other West Coast metros. This and the potential amount of available land should 
continue to attract both employers and population. Even so, Phoenix will continue to have high cyclicality due to the 
economy’s dependence on investment and population inflows. In addition, the long-term impact of rising insurance costs 
and water shortages remains unclear.
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Sources Used

• Moody’s Economy.com

• Moody’s CRE/REIS

• CoStar

• Real Capital Analytics

• RealPage

• Dodge Data and Analytics Real Estate Analyzer

• CBRE-Econometric Advisors

• Yardi

Opinions, analyses, estimates, forecasts, and other views of Fannie Mae’s Economic and Strategic Research (ESR) Group included in these materials 
should not be construed as indicating Fannie Mae’s business prospects or expected results, are based on a number of assumptions, and are subject 
to change without notice. How this information affects Fannie Mae will depend on many factors. Although the ESR Group bases its opinions, 
analyses, estimates, forecasts, and other views on information it considers reliable, it does not guarantee that the information provided in these 
materials is accurate, current, or suitable for any particular purpose. Changes in the assumptions or the information underlying these views could 
produce materially different results. The analyses, opinions, estimates, forecasts, and other views published by the ESR Group represent the views 
of that group as of the date indicated and do not necessarily represent the views of Fannie Mae or its management.
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